Request:

Response:

ICC Docket No. 02-0864 Ox 6

Hlinois Commerce Commission
AT&T Communications of Illinois 24™ Data Request
Data Request No. LLS-1

2)5k9 24

Reference Dr. Aron’s Direct Testimony at pages 8-10 and her Rebuttal
Testimony at pages 25-27, which describe Dr. Aron’s “top-down™ and
“bottom-up™ approach at defining and removing retailing costs from
ARMIS booked cost. According to Table 1 in her Direct Testimony, Dr.
Aron relies upon 2001 ARMIS data when making the “top-down”
calculation. According to Table 1 in her Rebuttal Testimony, Dr. Aron
relies upon 2002 ARMIS data when making the “bottom-up” calculation.

Please provide all workpapers, documents and analysis used by Dr.
Aron to develop Table 1 in her Rebuttal Testimony.

)

Did Dr. Aron calculate the 2001 “book cost, including capital cost
using her “bottoms up” method of removing retailing expenses? If
s0, please provide the results of that calculation and all supporting
workpapers. If not, why not?

Did Dr. Aron calculate the 2002 book cost, including capital cost,
using her “tops down” method of removing retailing expenses? If
s0, please provide the results of that calculation and all supporting
workpapers. If not, why not?

The workpapers listed below, which are provided in the attached file:
“SBC Resp to AT&T LLS-1 Attachment zip”
were used to develop Table 1:

e Explanation of ARMIS cales (TRIIL) 2002 V2.xls

e ARMIS 2002 Computations Competitive line Update.xls

e UNE-P price update.xls

e  Matrix(0703all.pdf

o intro0703_000.pdf

The following file, provided in response to AT&T’s 15™ data request JG-
11, was also used to develop Table 1:

e Status of UNE-P 11 08 02.pdf




Dr. Aron did not calculate the 2001 book cost using the bottom up

approach, because at the time she was working with the 2001 data, she had

not developed the bottom-up methodology.

Dr. Aron calculated the 2002 book cost using the top down approach.
The results of that calculation ‘are presented in Table 1A below.

TABLE 1A
ANALYSIS OF REVENUES AND COSTS PER LOOP OR LINE PER MONTH
FOR SBC ILLINOIS
(2002 COST DATA; TOP-DOWN APPROACH)

|Source [UNE-L  |UNE-P
SBC Illinois
1 |[Revenue (ie, UNE price) CCM November 20021 § 9817 ¢ 12500
2 |Book Cost (including capital cost) |  ARMIS/LECG $ 15.75% | § 30.08%
3 [Net i LI-L2 $ (5.94) [$ (17.58)
4 |% Revenue Increase Required to L2/L1-1 61% 141%
Break Even B ‘

Sources & Notes:

1H

12y

Source is COM Noventber 2002, with an update by LECG using NRRI 2003 intormation. Includes non-
recurring charges amortized over 36 months, See, CCM May 2002, p. 11,

Source is FOC ARMIS files 2002 (http//www. fec.gov/iwehfarmis/). Data are adjusted by LECG analysts 1o
obtain total wholesale (IINE) expenses and investment. Key assumptions: Loop costs are reduced 17.8%:
assuimned depreciation rates are FCC approved depreciation rates: and assumed cost of capital is 12.19%.
Costs include an adjustment of 3.72% for uncollectibies.

The workpapers listed below, which are provided in the attached file:
“SBC Resp to AT&T LLS-1 Attachment.zip”
were used to develop Table 1A:

e Explanation of ARMIS cales (TRIIL) 2002.x1s

e ARMIS 2002 Computations Competitive line Update.x!s

e UNE-P price update.xls

e Matrix0703all.pdf

e intro0703 000.pdf

Witness Responsible: Dr. Debra Aron
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Derivatinn of Tolal ARMIS Costs Per Loop and Per Line for lllinois - BASE CASE

Duc 1o rounding i finking within the eriginal spreadsheet. the {simplificd ) nungbers here are ol pieciscly COMeTt as onc proyresses
throngh the steps. Rather. each line is 1aken directly from the original spreadshect.

1 12.19% overall remim per Avera simony,

g

deris atian of DEM allocators in tines helow,
5 ARMIS data is reported in thousands. This adjustmen: recovers whale dollars

Line Description ARMIS Ling UNE-1, Switching Transport LINE-P

Total Expenses &

1 Demeciaton 190 § 282821 | § 63,267 | & 92,1649

2| Other Non-Operating 1390 3 (168} § (5N} & (72)

3{Other Taxes 1420 $ 3 % 11221 % 1,435

4 Marketing 1140 3 13478 1 § 1644 1 % 5,278

5] Customer Service 1130 $ INEERE 1390 | % 1.823

61 Interstate Expenses Li+L2+L3 by 286447 | § 64332 | § §3,552

7|Retum ar 12 19%'" L26G s 57394 S 21748 | % 26,326

8| Income Taxes L7 x 132 3 34736 | § 13,162 [ § 15.933

Lo+l L8-L4-

9| Total Interstate Costs L3 $ 357956 | $ 93902 | § 128,710

10| Adjustment Factar'™ {see note 2) 4 £.44403 3.22202

| 1| Wholesale tUNE) Costs LexLIO b 4318244 8 605,105 { § 414,705

12|+ # of Liney™ L39 6,831 5,498 6,498

13|UNE Cost/Line L11 =112 5 2096208 1S 931182 |8 $3.8179

14]+ 12 months Input 12 12 12

15| LINE CostLine/Manth L13-114 3 17471 8 776 1% 53215 3035

i&6{Uncollectible Factar L43 3.72% 3.72% 3.7%% 3 72%
Total Costs wi

17} Uncollectible LisxLI6 ¥ 1812 § 505! % 552 | % 3168
Notes:

of {ioinmon Linc is allocaied (o interstate, For switchiig aml transpan. the sauo is Towal Dem Mon ! Inerstate Dem Mow. Sce glse

Retun on Invesunent Computarian

18 Average Net Investment 1510 g 470828 | § 178403 | § 215902
19 Rae of Return Input 12.19% 12 19% 12.19%
20 Relurmn L18x Li9 b3 57394 [ 3 21748 | & 346,326
Derivation of Allocators
21| Tatal DEM MGLU i216 152,730 152,730
22| Interstate DEM MOU 1216 23.701 23,701
23| Total DEM/Interstate Lz =132 64440 £.4440
24| Adjustment 1/2 far transport 1.000 0.500
25| Allecation Factor L23xL24 54440 3.2220
26| Derivation of Tax Rate
Feder. (O Tax
27| State Income Tax Rate Adminstrators 7.30%
28| Federal Income Taxe Rate Input 35 00%.
L274L28 x (1-
29|Combined Rate L.27) 39.75%
30|Interest Rate Input T.1R%
31|Debt Ratio tnput 14%
(L29 + (1-L.29))
x(1-L3x
324 Tax % of return LIG-L1%) 60,52%
Derivation of Average Lines
December 2001 ARMIS
33;Lines 2150 5,295 125 6.295.125 6.295.135
December 2002 ARMIS
34| Lines 2150 5,649,070 5.649.070 5.642.070
35| Average of ARMIS Lines | (L33 -+ L34) =2 5.972.008 5.4972.098 5.972.008
ECC's
36| June, 2002 Resale Lines Spreadsheet 20452t 204,521 203521
FCC's
37 [Junc. 2002 UNE-L Lines Spreadshest 332293 - -
11CC's
38| June, 2002 UNE-P Liney Spreadsheet 423 {90 421,890 423 890
Lis+(l3o=2)
39{Average Lines - 137 +138 6.831 0,498 G498
40| Uncollectibie Revenucs 100 s 10243 | § 3034 | § 3,929
41|Total Revenues 1090 5 302865 [ 3 75442 | § 63.032
472 Adjustment Faclor 110 4. 00000 0.444903 322202
43 |Tatal Uncollectibles 1.40 % 142 $ 40972 | § 19,551 | § 12,658
44| Tatal Revenues L4t x L42 % 1211460 | § 486,151 | & 203,09
45 [Lines L39 % 6831 | § 6498 | § 6,498
46| Uncollectible per Line 143 = 145 5 GO0 [ § a1 (s 195 | % 10.96
47{Revenue per Line LA4 = 45 3 17736 | $ IEEIN RS 3125 1 % 28342
431 Percentage Uncollectable L46 = L47 3.72%
LECG.LLC Table 1
Workproduet Explanation of ARMIS cales {TRULY 202 V2 xls
&5
~5



Derivation of Total ARMIS BASE CASE w/o Wholesale Adjustment

Line Description ARMIS Line UNE-L Switching Transport UNE-P
Total Expenses &
1 |Depreciation 1190 $ 282821 1% 63,267 | § 92,169
2|Other Non-Operating 1390 $ (168)] $ (5N % 72
3|Other Taxes 1420 $ 3,794 | § 1,122 1 § 1,455
4}Interstate Expenses L1+L2+4E3 3 286,447 1 % 64,332 | § 93,552
5|Return at 12.19%'" 120 $ 57394 1% 21,748 | 8 26,326
6|Income Taxes L5x L32 $ 34736 | § 13,162 | § 15,933
7|Total Interstate Costs LA4+L5+16 h) 378577 |1 % 99242 | § 135,811
8 |Adjustment Factor'” (see note 2) 4 0.44403 3.22202
9|Total Costs L7xL8 5 1,514308 | 639,516 | § 437,584
10]x Retail Adjustment'” (see note 3) 100.00% n/a n/a
11}Wholesale (UNE) Costs L9xL10 b 1,514,308 | $ 639,516 | § 437,584
12|+ # of Lines' L38 6,831 6,498 6,498
13JUNE Cost/Line L11+L12 $ 2216966 | § 984137 | § 67.3388
14(+ 12 months Input 12 12 12
15|UNE Cost/Line/Month L13+=114 5 1847 | § 820 | % 561 1|% 3229
16|Uncollectible Factor L47 3.72% 3.72% 3.72% 3.72%
Total Costs w/
1 7{Uncollectible LisxLl6 $ 1916 1 $ 851 1% 582 1% 3349
Notes:
Due 1o rounding and linking within the original spreadsheet, the (simplified) numbers here are not preciscly correct as one progresses
through the steps. Rather, each tine is taken dircetly from the original spreadsheet.
1'12.19% overall return per Avera testimony.
™ 25% of Common Linc is allocated to interstate. For switching and transport, the ratio is Total Dem Mou / Interstate Dem Mou. See als
derivation of DEM allocators in Jines below.
' Reducticn in costs to net out retail.
Y ARMIS data is reported in thousands. This adjustment recovers whole dollars.
Return on Investment Computation
[8 Average Net Investment 1910 5 470828 | $ 178405 | § 215,962
19 Rate of Return Input 12.19% 12.18% 12.19%
20 Return LISxL19 $ 57394 | % 21,7481 % 26,326
Derivation of Allocators
211Total DEM MOU 1216 152,730 152,730
22 {Interstate DEM MOU 1216 23,701 23,701
23] Total DEM/Interstate L2171+ 122 6.4440 6.4440
24| Adjustment 1/2 for transport 1.000 0.500
25|Allocation Factor 123 x L24 6.4440 3.2220
LECG, LLC Tabte | no discount
Workproduct Explanation of ARMIS cales (TRIL) 2002 V2.xls
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Derivation of Total ARMIS Costs Per Loop and Per Line for lllinois - BASE CASE

Line Description ARMIS Line UNE-L Switching Transport UNE-P
Total Expenses &
1 |Depreciation 1190 Y 282,821 | $ 63,267 | & 92,169
210ther Non-Operating 1390 b (168} § (57| 5 (72)
3[Other Taxes 1420 $ 3,794 | § 1,122 | § 1,455
41Marketing 1140 $ 13478 | $ 3,944 | § 5,278
5{Customer Service 1150 b 7043 | § 1396 { § 1,823
6{Interstate Expenses LI1+L2+L3 h) 286,447 | % 64,332 1 § 93,552
7|Return at 11.25%"" L20 $ 52968 | § 20,071 | § 24,296
8|Income Taxes L7xL32 $ 31,817 1 % 12,056 1 % 14,594
L6+L7-+L8-L4-
9| Total Interstate Costs L5 $ 350,611 1 % 91,118 | § 125,341
10{Adjustment Factor” (see note 2) 4 6.44403 3.22202
1T Whotesale (UNE) Costs LOx L10 5 1,402,443 | % 587,170 | & 403,849
12|+ # of Lines™ L39 6,831 6,498 6,498
13|UNE Cost/Line L11+LI2 5 2053195 | §$ 90.3583 | § 62.1474
14|+ 12 months Input 12 12 12
t5|UNE Cost/Line/Month Li3+L14 $ 1711 | % 75318 51818 2982
16(Uncollectible Factor L48 3.72% 3.72% 3.72% 3.72%
Total Costs w/
17|Uncollectible L15xL16 $ 17751 % 781 1% 3371% 3093
Motes:

Due to rounding and linking within the original spreadsheet. the (simplified) numbers here are not precisely correct as ane progresses
through the steps. Rather. each line is taken directly from the original spreadsheet.

W 11.25% per FCC.

2 2594 of Common Line is allecated to interstate. For switching and transpori. the ratio is Total Dem Mou / Intersiate Dem Mou. See als
derivation of DEM allocators in lines below.

) ARMIS data is reported in thousands. This adjustment recovers whole dollars.

Return on Investment Computation

18 Average Net Investment 1910 $ 470,828 | § 178,405 | $ 215,962

19 Rate of Return Input 11.25% 11.25% 11.25%

20 Return LISxLI19 $ 52,968 | $ 20,071 1% 24,296

Derivation of Allocators

21| Tatal DEM MOU 1216 152,730 152,730

22 |Interstate DEM MOU 1216 23,701 23,701

23| Total DEM/Interstate L21 =+ 122 6.4440 6.4440

24} Adjustment 1/2 for transport 1.000 0.500

251 Allocation Factor L23 x 124 6.4440 3.2220
LECG. LLC Table 1 11.25
Workproduct Explanation of ARMIS calcs (TRTIL) 2002 V2 .xls
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Derivation of Marketing and Customer Care ARMIS Costs Per Loop and Per Line for lilinois with no Resale Discount

ARMIS Line UNE-L Switching Transport UNE-P

| {Marketing 1140] § 13,478 | § 3944 | 5.278
2|Customer Care 1150 $ 7043 1 % i.396 | § 1.823

Y Total 3 20,621 | $ 53401 % 7.101

4| Total Interstaie Costs LI+L2[ § 2006211 8% 5,340 | § 7.101

5| Adjustment Factor'” (see note 2) 4 6.44403 3.22202

6| Totat Costs 14xL5[§ 82,484 | $ 34411 $ 22 880

71x Retail Adjustment None 160.00% n/a n/a

&l Wholesale {(UNE) Costs Lo6x L7 $ 82,484 | $ 344111 % 22 880

91+ # of Lines" L.24 6.831 6.498 6.498
10{Marketing & CC Cost/Line LE=-1L9 3 12.0758 | § 32954 | % 3.5209
11|+ 12 months Input 12 12 12
[2|Marketing & CC Cost/Line/Month LIg+L111 § 1.01 | $ 0441 % 0291% .74

Noles:

Exue to rounding and linking within the original spreadsheet, the (simplified) numbers here are not precisely correct as one progresses through the steps)

Rather, each line is taken directly from the original spreadsheel.

|
" 12.19% overall teturn

Derivation of Allocators

13| Total DEM MOU 1216 152,730 152,730
[4]Interstaie DEM MOU 1216 23,701 23,701
15| Total DEM/Anterstate Li3=1L14 6.4440 6.4440
16]Adjustment 1/2 tor transport] 1.000 0.500
171 Allocation Factor Lisx 116 6¢.4440 3.2220
Derivation of Average Lines

18iDecember 2001 ARMIS Lincs 2150 6,295.125 6.295.125 6,295.125
19| December 2002 ARMIS Lines 2150 3.649.070 5.649.070 5.649.070
20| Average of ARMIS Lines (L1I8+L19)+~2 5.972.098 5,972.098 5.972.098
21 {June, 2002 Resale Lines FCC's Spreadsheet 204.521 204.521 204.521
22|June, 2062 UNE-L Lines FCC's Spreadsheet 332.293 - -

23[June, 2002 UNE-P Lines FCC's Spreadsheet 423 890 423.890 423 890

Marketing & Customer Care
Explanation of ARMIS cales (TRIIL) 2002 V2 xls

LECG. LLC
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Derivation of Total ARMIS BASE CASE w/o Wholesale Adjustment

Line Description ARMIS Line UNE-L Switching Transport UNE-P
Total Expenses &
| [Depreciation 1190 $ 282.821 1% 63267 § 92,169
210ther Non-Operating 1390 5 (168)] § (57) % (72)
3[{Other Taxes 1420 3 3,794 1 § 1,122 1 % 1,455
4{Intersiate Expenses L1+L2+13 $ 286,447 | $ 64332 | § 93,552
5|Return at 12.19%'" L.20 $ 57394 |$ 21,748 | S 26,326
6|Income Taxes L5xL32 h) 34736 | § 13,162 | § 15,933
7| Total Interstate Costs LA+L5+1L6 h) 378577 | § 99242 | § 135,811
8| Adjustment Factor™ (see note 2) 4 6.44403 3.22202
91 Total Costs L7 x L8 $ 1,514,308 | $ 639,516 | § 437,584
10|x Retail Adjustment"”’ (see note 3) 100.00% n/a n/a
11 Wholesale (UNE) Costs L9x L1} 5 1,514,308 | § 639516 [ § 437,584
12|+ # of Lines'” 1.38 6.831 6,498 6,498
I3{UNE Caost/Line Li1T=L12 5 221.6966 | % 984137 | § 67.3388
14|+ 12 months Input 12 12 12
[5|UNE Cost/Line/Month L13+1.14 $ 18.47 | § 82018% 5611% 32.29
16{Uncollectible Factor £47 3.72% 3.72% 3.72% 3.72%
Total Costs w/
17|{Uncollectible LI5x L16 $ 19.16 | $ 851 |% 5821% 33.49
MNotes:
Due to rounding and linking within the original spreadsheet, the (simplificd) numbers here are not precisely correct as one progresses
through the steps. Rather. cach line is taken dircetly from the original spreadsheet.
) 12.19% overall return per Avera lestimony,
) 25% of Common Line is allocaled to interstate. For switching and transport, the ratio is Tatal Dem Mou / Tntersiate Dem Mou. See alsp
dertvation of DEM allocators in lines below.
1 Reduction in costs (o net out retail.
! ARMIS data is reportced in thousands. This adjustment recavers whole dollars.
Return on Investment Computation
18 Average Net Investment 1910 hY 470828 | § 178,405 | § 215,962
19 Rate of Return Input 12.19% 12.19% 12.19%
20 Return L18x L19 3 57,394 | § 21,748 | § 26,326
Derivation of Allocators
21{Total DEM MOU 1216 152,730 152,730
22]Ianterstate DEM MOU 1216 23,701 23,701
23] Total DEM/Interstate L21 + 122 6.4440 6.4440
24| Adjustment 1/2 for transport 1.000 0.500
25| Allocation Factor L23 x 1.24 6.4440 3.2220
LECG. LLC Table I no discount

Waorkproduct

g

Exptanation ot ARMIS cales (TRIIL) 2002 xls




Derivation of Total ARMIS Costs Per Loop and Per Line for Illinois - BASE CASE

Line Description ARMIS Line UNE-L Switching Transport UNE-P
Total Expenses &
| |Depreciation 1190 b 282,821 | § 63,267 | § 92,169
2|Other Non-Operating 1390 5 (168)| § (3 § (72)
3{Other Taxes 1420 $ 3,794 | § 1,122 | § 1,455
4|Interstate Expenses LI+L2+L3 3 286,447 | § 64332 | § 93,552
5|Return at 11.25%'" L20 $ 52,968 | S 20,071 ($ 24,296
6|income Taxes L3xL32 $ 31,817 1% 12,056 | § 14,594
7{Total Interstate Costs L4+L5+L6 $ 371,232 | $ 96,458 | § 132,442
8| Adjustment Factor™ {see note 2) 4 6.44403 3.22202
9|Total Costs L7x 1.8 3 1,484,927 | § 621,581 1% 426,729
10|x Retail Adjustment™ (see note 3) 82.20% n/a n/a
11{Wholesale (UNE) Costs LS x LI0 $ 1,220,610 | § 621,581 | § 426,729
12]+ # of Lines'™” L39 6,831 6,498 6,498
13|UNE Cost/Line LI11+Li2 S 178.6989 { § 95.6537 [ § 65.6683
14]-- 12 months Input 12 12 12
15|UNE Cost/Line/Month L13+ 114 $ 1489 | § 797 1% 5471 % 28.34
16{Uncollectible Factor LA48 3.72% 3.72% 3.72% 3.72%
Total Costs w/
17|Uncollectible LISxLI6 $ 1545 | § 827 | % 5608 | % 29.39
Naotes:
Due to rounding and linking within the original spreadsheet. the (simplified) nombers here are not precisely correct as one progresses
throngh the steps. Rather. each line is taken directly from the original spreadsheet.
¥ 11.25% overall return per FCC.
#125% of Common Line is atlocated 1o interstate. For switching and transport. the ratio is Total Dem Mou / Interstate Dem Mou. See als
derivation of DEM allocators in tines below,
™ Reduction in costs 1o net out retail.
" ARMIS data is reported in thousands. This adjustment recovers whole doliars.
Return on investment Computation
I8 Average Net Investment 1910 $ 470,828 |$ 178,405 { § 215,962
19 Rate of Return Input 11.25% 11.25% 11.25%
20 Return L18x L19 $ 52968 { § 20,071 | § 24,296
Derivation of Allocators
21| Total DEM MOU 1216 152,730 152,730
22 [Interstate DEM MOU 1216 23,701 23,701
23| Total DEM/Interstate L21 =122 6.4440 6.4440
24{Adjustment 1/2 for transport 1.000 0.500
251 Allocation Factor L23xL24 6.4440 3.2220
LECG. LLC Table 111.25
Workproduct Explanation of ARMIS calcs (TRIIL) 2002.x1s
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